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country even though the foreign coun-
try itself has not been designated as an
economically less developed country;
or the foreign country may be so des-
ignated even though the overseas pos-
sessions of such country have not been
designated as economically less devel-
oped countries. The term ‘‘possession
of the United States’’, for purposes of
section 955(c)(3) and this section, shall
be construed to have the same meaning
as that contained in paragraph (b)(2) of
§ 1.957–3.

(b) Countries not eligible for designa-
tion. Section 955(c)(3) provides that no
designation by Executive order may be
made under section 955(c)(3) and para-
graph (a) of this section with respect
to—

Australia, Austria, Belgium, Canada, Den-
mark, France, Germany (Federal Repub-
lic), Hong Kong, Italy, Japan, Liech-
tenstein, Luxembourg, Monaco, Nether-
lands, New Zealand, Norway, Union of
South Africa, San Marino, Sweden, Swit-
zerland, United Kingdom.

(c) Termination of designation. Section
955(c)(3) provides that, after the Presi-
dent has designated any foreign coun-
try or possession of the United States
as an economically less developed
country for purposes of sections 951
through 964, he may not terminate
such designation (either by issuing an
Executive order for the purpose of ter-
minating such designation or by
issuing an Executive order which has
the effect of terminating such designa-
tion) unless, at least 30 days prior to
such termination, he has notified the
Senate and the House of Representa-
tives of his intention to terminate such
designation. If such 30-day notice is
given, no action by the Congress of the
United States is necessary to effec-
tuate the termination. The require-
ment for giving 30-day notice to the
Senate and House of Representatives
applies also to the termination of a
designation with respect to an overseas
territory, department, province, or pos-
session of a foreign country. See para-
graph (c) of § 1.955–2 for the effect of a
termination of a Presidential designa-
tion upon property which would be a
qualified investment in a less devel-
oped country but for the fact of such
termination.

[T.D. 6683, 28 FR 11182, Oct. 18, 1963]

§ 1.955–5 Definition of less developed
country corporation.

(a) Less developed country corpora-
tion—(1) In general. For purposes of
sections 951 through 964, the term ‘‘less
developed country corporation’’ means
a foreign corporation described in para-
graph (b) of this section and also any
foreign corporation—

(i) Which is engaged in the active
conduct of one or more trades or busi-
nesses during the entire taxable year;

(ii) Which derives 80 percent or more
of its gross income, if any, for such
taxable year from sources within less
developed countries, as determined
under the provisions of § 1.955–6; and

(iii) Which has 80 percent or more in
value (within the meaning of paragraph
(d) of this section) of its assets on each
day of such taxable year consisting of
one or more of the following items of
property:

(a) Property (other than property de-
scribed in (b) through (h) of this sub-
division) which is used, or held for use,
in such trades or businesses and is lo-
cated in one or more less developed
countries;

(b) Money;
(c) Deposits with persons carrying on

the banking business;
(d) Stock of any other less developed

country corporation;
(e) Obligations (within the meaning

of paragraph (b)(3) of § 1.955–2) of an-
other less developed country corpora-
tion which at the time of their acquisi-
tion (within the meaning of paragraph
(b)(4) of § 1.955–2) by the foreign cor-
poration have a maturity of one year
or more;

(f) Obligations (within the meaning
of paragraph (b)(3) of § 1.955–2) of any
less developed country;

(g) Investments which are required to
be made or held because of restrictions
imposed by the government of any less
developed country; and

(h) Property described in section
956(b)(2).
For purposes of this subparagraph, if a
foreign corporation is a partner in a
foreign partnership, as defined in sec-
tion 7701(a)(2) and (5) and the regula-
tions thereunder, such corporation will
be considered to be engaged in the ac-
tive conduct of a trade or business to
the extent and in the manner in which
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the partnership is so engaged and to
own directly its proportionate share of
each of the assets of the partnership.
For purposes of subdivision (i) of this
subparagraph, a newly-organized for-
eign corporation will be considered en-
gaged in the active conduct of a trade
or business from the date of its organi-
zation if such corporation commences
business operations as soon as prac-
ticable after such organization. In the
absence of affirmative evidence show-
ing that the 80-percent requirement of
subdivision (iii) of this subparagraph
has not been satisfied on each day of
the taxable year, such requirement will
be considered satisfied if it is estab-
lished to the satisfaction of the district
director that such requirement has
been satisfied on the last day of each
quarter of the taxable year of the for-
eign corporation. For purposes of sub-
division (iii) of this subparagraph,
property (other than stock in trade or
other property of a kind which would
properly be included in inventory of
the foreign corporation if on hand at
the close of the taxable year, or prop-
erty held primarily for sale to cus-
tomers in the ordinary course of the
trade or business of the foreign cor-
poration) purchased for use in a trade
or business and temporarily located
outside less developed countries will be
considered located in less developed
countries if, but only if, such property
is shipped to and received in less devel-
oped countries promptly after such
purchase.

(2) Special rules. For purposes of sub-
paragraph (1)(iii)(a) of this paragraph—

(i) Treatment of receivables. Bills re-
ceivable, accounts receivable, notes re-
ceivable and open accounts shall be
considered to be used in the trade or
business and located in less developed
countries if, but only if—

(a) Such obligations arise out of the
rental of property located in less devel-
oped countries, the performance of
services within less developed coun-
tries, or the sale of property manufac-
tured, produced, grown, or extracted in
less developed countries, but only to
the extent that the aggregate amount
of such obligations at any time during
the taxable year does not exceed an
amount which is ordinary and nec-
essary to carry on the business of both

parties to the transactions if such
transactions are between unrelated
persons or, if such transactions are be-
tween related persons, an amount
which would be ordinary and necessary
to carry on the business of both parties
to the transactions if such transactions
were between unrelated persons;

(b) In the case of bills receivable, ac-
counts receivable, notes receivable,
and open accounts arising out of trans-
actions other than those referred to in
(a) of this subdivision—

(1) If the obligor is an individual such
individual is a resident of one or more
less developed countries and of no
other country which is not a less devel-
oped country;

(2) If the obligor is a corporation
which as to the foreign corporation is a
related person as defined in section
954(d)(3) and paragraph (e) of § 1.954–1,
such obligor meets, with respect to the
period ending with the close of its an-
nual accounting period in which occurs
the date on which the obligation is in-
curred, the 80-percent gross income re-
quirement of paragraph (b)(1)(ii) of
§ 1.955–6.

(3) If the obligor is a corporation
which as to the foreign corporation is
not a related person as defined in sec-
tion 954(d)(3) and paragraph (e) of
§ 1.954–1, it is reasonable, on the basis
of ascertainable facts, for the obligee
to believe that the obligor meets, with
respect to such period, the 80-percent
gross income requirement of paragraph
(b)(1)(ii) of § 1.955–6.

(ii) Location of interests in real estate.
Interests in real estate such as lease-
holds of land or improvements thereon,
mortgages on real property (including
interests in mortgages on leaseholds of
land or improvements thereon), and
mineral, oil, or gas interests shall be
considered located in less developed
countries if, but only if, the underlying
real estate is located in less developed
countries.

(iii) Location of certain other intangi-
bles. Intangible property (other than
any such property described in subdivi-
sion (i) or (ii) of this subparagraph)
used in the trade or business of the for-
eign corporation shall be considered to
be located in less developed countries
in the same ratio that the amount of
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the foreign corporation’s tangible prop-
erty and property described in subdivi-
sion (i) or (ii) of this subparagraph used
in its trades or businesses and located
or deemed located in less developed
countries bears to the total amount of
its tangible property and property de-
scribed in subdivision (i) or (ii) of this
subparagraph used in its trades or busi-
nesses.

(3) Illustration. The provisions of sub-
paragraph (1) of this paragraph may be
illustrated by the following example:

Example. Foreign corporation A is formed
on November 1, 1963, to engage in the busi-
ness of manufacturing and selling radios in
Brazil, a less developed country as of Novem-
ber 1, 1963. Corporation A uses the calendar
year as a taxable year. Shortly after it is
formed, A Corporation acquires a plant site
and begins construction of a plant which is
completed on August 1, 1964. Corporation A
commences business operations as soon as
practicable and continues such operations
through December 31, 1964, and thereafter.
Corporation A will be considered for pur-
poses of subparagraph (1)(i) of this paragraph
to be engaged in the active conduct of a
trade or business for its entire taxable years
ending on December 31, 1963, and 1964. The
plant site and the plant (while under con-
struction and after completion) will be con-
sidered to be property held during such tax-
able years for use in A Corporation’s trade or
business.

(b) Shipping companies. For purposes
of sections 951 through 964, the term
‘‘less developed country corporation’’
also means any foreign corporation—

(1) Which has 80 percent or more of
its gross income, if any, for the taxable
year consisting of one or more of—

(i) Gross income derived—
(a) From, or in connection with, the

using (or hiring or leasing for use) in
foreign commerce of aircraft or vessels
registered under the laws of a less de-
veloped country,

(b) From, or in connection with, the
performance of services directly re-
lated to the use in foreign commerce of
aircraft or vessels registered under the
laws of a less developed country, or

(c) From the sale or exchange of air-
craft or vessels registered under the
laws of a less developed country and
used in foreign commerce by such for-
eign corporation;

(ii) Dividends and interest received
or accrued from other foreign corpora-
tions which are less developed country

corporations within the meaning of
this paragraph and 10 percent or more
of the total combined voting power of
all classes of stock of which is owned
at the time such dividends and interest
are so received or accrued by such for-
eign corporation; and

(iii) Gain from the sale or exchange
of stock or obligations of other foreign
corporations which are less developed
country corporations within the mean-
ing of this paragraph and 10 percent or
more of the total combined voting
power of all classes of stock of which is
owned by such foreign corporation im-
mediately before such sale or ex-
change; and

(2) Which has 80 percent or more in
value (within the meaning of paragraph
(d) of this section) of its assets on each
day of the taxable year consisting of—

(i) Assets used, or held for use, for
the production of income described in
subparagraph (1) of this paragraph, or
in connection with the production of
such income, whether or not such in-
come is received during the taxable
year, and

(ii) Property described in section
956(b)(2).
In the absence of affirmative evidence
showing that the 80-percent require-
ment of this subparagraph has not been
satisfied on each day of the taxable
year such requirement will be consid-
ered satisfied if it is established to the
satisfaction of the district director
that such requirement has been satis-
fied on the last day of each quarter of
the taxable year of the foreign corpora-
tion. The provisions of this subpara-
graph may be illustrated by the fol-
lowing example:

Example. Foreign corporation A is formed
on November 1, 1963, for the purpose of con-
structing and operating a vessel and, on that
date, enters a charter agreement which pro-
vides that such vessel will be registered
under the laws of Liberia, a less developed
country as of November 1, 1963, and operated
between South American and European
ports. Corporation A uses the calendar year
as a taxable year. Construction of the vessel
is completed on September 1, 1965, and the
vessel is registered under the laws of Liberia
and operated between South American and
European ports through December 31, 1965,
and thereafter. The charter and the vessel
(while under construction and after comple-
tion), or any interest of A Corporation in
such assets, will be considered assets which
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are held by A Corporation during its taxable
years ending on December 31, 1963, 1964, and
1965, for use in the production of income de-
scribed in subparagraph (1) of this paragraph.

(c) Determination of stock ownership.
In determining for purposes of para-
graph (b)(1)(ii) and (iii) of this section
whether a foreign corporation owns 10
percent or more of the total combined
voting power of all classes of stock of a
less developed country corporation,
only stock owned directly by such for-
eign corporation shall be taken into ac-
count and the provisions of section 958
and the regulations thereunder shall
not apply. See section 958(a)(1).

(d) Determination of value. For pur-
poses of paragraphs (a)(1)(iii) and (b)(2)
of this section—

(1) General. Except as provided in sub-
paragraph (2) of this paragraph, the
value at which property shall be taken
into account is its actual value (not re-
duced by liabilities) which, in the ab-
sence of affirmative evidence to the
contrary, shall be deemed to be its ad-
justed basis.

(2) Treatment of certain receivables.
The value at which receivables de-
scribed in paragraph (a)(2)(i) of this
section and held by a foreign corpora-
tion using the cash receipts and dis-
bursements method of accounting shall
be taken into account is their actual
value (not reduced by liabilities)
which, in the absence of affirmative
evidence to the contrary, shall be
deemed to be their face value.

[T.D. 6683, 28 FR 11182, Oct. 18, 1963]

§ 1.955–6 Gross income from sources
within less developed countries.

(a) General. For purposes of para-
graph (a)(1)(ii) of § 1.955.5, the deter-
mination whether a foreign corpora-
tion has derived 80 percent or more of
its gross income from sources within
less developed countries for any tax-
able year shall be made by the applica-
tion of the provisions of sections 861
through 864, and §§ 1.861–1 through
1.863–5, in application of which the
name of a less developed country shall
be substituted for ‘‘the United States’’,
except that if income is derived by the
foreign corporation from—

(1) Interest (other than interest to
which subparagraph (3) of this para-
graph applies), the rules set forth in

paragraph (b) of this section shall
apply;

(2) Dividends, the rules set forth in
paragraph (c) of this section shall
apply; or

(3) Income (including interest) de-
rived in connection with the sale of
tangible personal property, the rules
set forth in paragraph (d) of this sec-
tion shall apply.

The source of income described in sub-
paragraph (1), (2), or (3) of this para-
graph shall be determined solely under
the rules of this section and without
regard to the rules of sections 861
through 864, and the regulations there-
under.

(b) Interest—(1) In general. Except as
provided in subparagraph (2) of this
paragraph and paragraph (d) of this
section, gross income derived by the
foreign corporation from interest on
any indebtedness—

(i) Of an individual shall be treated
as income from sources within a less
developed country if, but only if, such
individual is a resident of one or more
less developed countries and of no
other country which is not a less devel-
oped country.

(ii) Of a corporation shall be treated
as income from sources within less de-
veloped countries if, but only if, 80 per-
cent or more of the gross income of the
payer corporation for the 3-year period
ending with the close of its annual ac-
counting period in which such interest
is paid, or for such part of such 3-year
period as such corporation has been in
existence, or for such part of such 3-
year period as occurs on and after the
beginning of such corporation’s first
annual accounting period beginning
after December 31, 1962, whichever pe-
riod is shortest, was derived from
sources within less developed countries
as determined in accordance with the
principles of this section; or

(iii) Of a less developed country, in-
cluding obligations issued or guaran-
teed by the government of such coun-
try or of a political subdivision thereof
and obligations of any agency or in-
strumentality of such country, in
which such country is financially com-
mitted shall be treated as income from
sources within such country.
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